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RECENT TAX REFORMS ABROAD. Ill 

IN the preceding articles of this series,' the recent changes in 
the fiscal policy of Great Britain and of Germany were 
discussed, and the Australasian development was consid- 
ered, so far as the general and progressive taxes on land value 
were concerned. It now remains to examine the other phases 
of the Australasian situation and to draw the conclusions ap- 
plicable to our American conditions. 

VI. The exemption of improvements in Australasia 
In Australasia, during the last two decades, the principle of 
land-value taxation, first applied in the states, has been ex- 
tended not only to federal but to local revenues. It is true 
indeed, that the form which the local movement has taken has 
been slightly different from that of the state and federal move- 
ments. The local taxes or rates, as they are called, were orig- 
inally levied largely on the same principle as in the mother 
country ; that is, they were imposed on the rental value or the 
so-called annual value of real estate. The practical consequence 
was the same: when the property was not rented, it was 
assumed to possess no rental value, and it therefore paid no 
taxes. Under this system, vacant land might be held out of 
the market for speculative purposes for an indefinite time. To 
prevent this practice, a movement set in to replace the tax on 
rental values by one on capital values. In some cases a further 
step was taken : improvements were exempted, in whole or in 
part, so that the tax fell, to an increasing extent, upon bare 
land values. 

It is true that in the majority of the Australasian states this 
new system has not yet been introduced. Thus Victoria, 
South Australia, West Australia and Tasmania still levy the 
rates on annual value. But in the three other states, namely 
in New South Wales, Queensland and New Zealand, the new 

1 Political Science Quarterly, vol. xxvii, pp. 454-469, 577-604. 
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system has been applied. In Queensland the law dates back 
to 1 890 ; in New Zealand, to 1 896 ; and in New South Wales, 
to 1906 ; although in each case the system was actually inaugu- 
rated a few years later. 

In Queensland the Valuation and Rating Act of 1890 was 
passed chiefly for fiscal reasons. The movement goes back to 
a law of 1879, known as the Divisional Boards Act.' While 
this bill was under discussion it was suggested that, as consider- 
able areas of country were in process of purchase from the 
crown, under the condition that certain improvements be made, 
these obligatory improvements ought to be exempt for rating 
purposes, since otherwise the conditional purchasers might de- 
lay making them. The purpose of this suggestion was obviously 
to accelerate the settlement of the country. A further sugges- 
tion, that the concession for improvements ought to be ex- 
tended to the towns, was stoutly opposed ; and, in the case of 
country lands, the endeavor to exempt improvements other 
than houses and buildings was defeated. The law as passed 
provided that, in the case of ratable property in the country 
districts, there should be a separate valuation of land and of 
houses, and that there should be deducted from the total 
annual rental value " an amount equal to one-half that portion 
of such rent as shall be deemed to arise from any house or 
buildings that may be situated on such ratable property," 

This remained the situation until 1 887, when the Valuation 
Act provided that in the case of town and suburban lands the 
annual rental subject to taxation should be estimated as a sum 
equal to two-thirds of the rental value, including improvements. 
At the same time, however, a further modification was intro- 
duced in fixing the tax limit. In the case of unimproved land 
the minimum fixed for the rate of taxation was a little higher 
than in the case of improved land (eight instead of five per 

1 For the history of these earlier attempts of. pp. 197 etseq. of the British Blue Book 
entitled : Taxation of Land, etc. : Papers bearing on Land Taxes and on Income 
Taxes, etc., in certain Foreign Countries, and on the Working of Taxation of Site 
Values in certain States of the United States and in British Colonies, together with 
Extracts relative to Land Taxation and Land Valuation from Reports of Royal Com- 
missions and Parliamentary Committees. Cd. 4750 (London, 1909). 
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cent upon the fair capital value) , and where the land was " fully " 
improved no minimum at all was insisted upon. Furthermore 
it was provided that country lands should be estimated at the fair 
average value of unimproved land of the same quality in the 
same neighborhood, the annual value to be taken at a certain 
percentage of this capital value. Thus improvements might be 
taxed more lightly than lands in the towns and were completely 
exempted in the country districts. 

In 1890 the general finances of Queensland caused grave 
concern ; and, after the failure of an effort to levy an addi- 
tional tax upon property of all descriptions, the Valuation and 
Rating Bill was so framed as to give the local authorities greater 
taxing powers. Hitherto the state government had given £2 
for every £7 raised locally by the divisional boards. In the 
course of the discussion the proposition was made not only to 
change the system of local rating from rental to capital value, 
but also to provide for a total exemption of all improvements. 
Public attention, however, was at this time more strongly di- 
rected to the need of increasing local taxation than to the 
particular method of rating. 

In the following years, the valuation of land fell off very 
greatly, necessitating, of course, a progressively increasing rate 
of taxation. Up to 1 892 the decrease in the valuations may be 
ascribed to the law. After 1892, however, it must be in part 
ascribed to the commercial crisis of 1893, from which Australia 
did not recover until the beginning of the new century. 1 In 
the larger towns this situation caused no little anxiety and led 
to the appointment of a royal commission in 1896. While the 
report of the commission was, on the whole, favorable to the 

'As an example of this change, the valuation figures for the City of Brisbane may 
be cited: 

1890, under the old system, ,£9,061,450 

1891, under the new system, 8,800,351 

1892, " " 7.814.185 

1893. " " 6,745.553 

1894. " " 6,363.308 

1895. " " 5.807,541 

1902, " " S.882,055 

Cf. p. 202 of the Blue Book cited in the preceding note. 
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new system, it must be remembered that the comparison was 
between the new system of taxing the capital value of land and 
the old one of taxing the rental value of all real estate. The 
law of 1 890 had still included the valuation of buildings in the 
case of occupied crown lots on mineral fields, owing to the dif- 
ference in the marketable capital value of the land as compared 
with other lands. But in 1902 the Local Authorities Act ex- 
tended the principle of the exemption of improvements for 
local rates to all lands. 

The next state to adopt the land-valuation system was New 
Zealand. In 1896 an Optional Rating Act was passed, giving 
the local bodies the option of choosing between the ordinary 
rating system, according to annual value, and a new tax on the 
unimproved capital value of land. This law, which is still in 
force, provides that is. in the pound on the annual value shall 
be deemed to be equivalent to three farthings in the pound on 
the capital value of any ratable property ; or that the annual value 
of any ratable property shall be deemed equal to six per cent 
of its capital value. The rates on the unimproved value of the 
land must " be so adjusted as to equal, as nearly as may be, but 
not to exceed in their producing- capacity, the rates made and 
levied on the annual or capital value, as the case may be," under 
the old law. The annual value is deemed to be the letting value 
less twenty per cent in the case of houses, buildings and other 
perishable property, and less ten per cent in the case of land ; 
but in no case shall the annual value be deemed to be less than 
five per cent of the value of the fee simple. The capital value 
is deemed to be the selling value of the land including improve- 
ments. The maximum limit of the tax, so far as the general 
rate is concerned, is fixed at 2s. in the pound on the annual 
value or at i}4d. in the pound on the capital value of all rat- 
able property, or its equivalent on the unimproved value." 

The law provides that the petition to change to the new sys- 
tem must be signed by at least fifteen per cent of the rate 
payers, and that it must be adopted by a majority vote. In 
1899 the first locality made use of this provision. By 1906 

•New Zealand Official Year Book for 191 1 (Wellington, 191 1), p. 169. 
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seventy-five localities had decided to take a vote on the change 
and out of these seventy-five, sixty-three voted "yes" and 
twelve voted "no." A few years later, in 1909-10, out of 
one hundred and nine boroughs in New Zealand, forty-three 
levied the local rates on the unimproved value of land, eighteen 
on the capital value of real estate and forty-eight according to 
the old system of annual value. The figures for the different 
local divisions are as follows : 





TOTAL 
REPORTING 


RATES ON 
RENTAL VALUE 


RATES ON 
CAPITAL VALVE 


RATES ON 

UNIMPROVED 
VALUE 


Counties .... 

Boroughs .... 

Independent town 

boroughs . . . 


346 
109 

23 


6 
48 

2 


286 
18 

>7 


54 
43 

4 


Total. . . . 


478 


5° 


321 


IOI 



As the boroughs are the most prosperous parts of the coun- 
ties, the importance of the unimproved-value system is some- 
what greater than would appear from the above figures. 
As a matter of fact, almost one-third of all the rates 
were collected under the new system. 1 Of the four largest 
cities two, Wellington and Christ Church, have adopted the 
system of exemption of improvements, but the other two, 
Auckland and Dunedin, have rejected it. In considering the 
above figures, moreover, two points must be remembered: 
first, that as the old system was supplanted, the number of 
counties that chose the system of basing the rates on capital or 
selling value was five times as great as the number that chose 
the method of exemption of improvements, while of the bor- 
oughs more than two-thirds chose the latter method ; and, sec- 
ond, that the system of rating on the unimproved value of land 
applies only to the so-called general rate, and not to the special 
rates levied for gas, electric light, sewage, hospitals and poor 
relief. 



'For full details for each locality see ibid. pp. 178-192. 
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In New South Wales the system was inaugurated almost a 
decade later than in New Zealand. In 1905 the so-called 
Shires Act was passed, which, as supplemented by the Local 
Government Extension Act of the following year, provides that 
the general local rates shall be levied on the unimproved value 
of the land at a rate of not less than id. nor more than 2d. in 
the pound. A council of the municipality which has levied a 
rate of not less than id. on the unimproved value is permitted 
to impose such additional rate as may be required, on either 
the improved or the unimproved value. The total amount, 
however, to be derived from these general rates, taken together, 
is required not to exceed the amount yielded by a rate of 2d. 
in the pound (0.83 per cent) on the unimproved value or is. 
6d. in the pound (7.5 per cent) on the assessed annual value of 
all rateable land. 1 It is also provided that as soon as any 
locality puts this new system into force the operation of the 
state tax on land values is to be suspended. 3 Here, again, it is 
to be noted that the so-called special rates and local and loan 
rates may be imposed on either the improved or the unim- 
proved value. Most of the municipalities have, however, 
chosen to levy these extra rates on unimproved value. An 
important exception consists of the rates levied by certain 
water-supply and sewerage boards, which are still levied accord- 
ing to the old system. In 1912, sixty-four out of seventy-three 
municipal and shire councils raised ^399,197 on land values of 
^31,344,898, the average rate for all local taxes being 1.27 per 
cent of the value of the land. 3 It will be seen at once that 
the rate of taxation, as compared with American rates, is ex- 
tremely low. 

Finally it may be added that in South Australia the Land 
Values Assessment Act has for some time permitted the locali- 
ties to substitute for the existing local rates, which may be 
levied either on gross annual rentals or on capital values, a new 

'Official Year Book of the Commonwealth of Australia, 1 901-10 (Melbourne, 
1911), p. 985. 

' Cf. the preceding article of this series, he. cit., pp. 601-603. 

'The figures were printed in detail in the Sydney Standard, and reprinted in the 
Melbourne Prop-ess, March, 1912. 
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system of taxes on the unimproved value of land. No locality, 
however, has yet availed itself of this permission. 

Such has been the development of the law. What are the 
practical results? It is usually claimed by the advocates of the 
system that the exemption of improvements will do away with 
speculation, stimulate the building trade, lower house rentals 
and abolish congestion of population in the cities. What light 
does the Australasian experience throw upon these claims? 

In considering these matters, we are dependent for informa- 
tion largely upon the reports of the local authorities. In a few 
cases we have some information as to the local effect of the 
state taxes on land values ; but these taxes, it will be remem- 
bered, are so insignificant as to be almost devoid of importance 
in the towns. Thus in South Australia, where after 1895 con ~ 
siderable areas of suburban land in the towns were built upon, 
we are assured, in an official report of 1906, that " much of the 
improvement would have occurred irrespective of taxation." 1 
Furthermore, we are informed that " on the rental of house 
property and vacant sites, the effect is not appreciable." 
Finally we are told that, while there was a falling-off in specu- 
lation, this was due entirely to the collapse of the land boom in 
the eighties, for " this phase of speculation is in no wise affected 
by taxation." * Similar testimony comes from New South Wales. 
The acting statistician of that state tells us that the effect of the 
state tax on land values has been inappreciable. Suburban 
building has indeed considerably advanced, but " much of the 
extension is due to the facilities for settling in the suburbs 
afforded by the excellent tramway system." 3 Rentals in the 
suburbs have indeed fallen; but "the reduction is due but 
slightly to the operation of the land tax, the chief cause being 
the opening up of newer and more select localities through the 
extension of the metropolitan tramway and railway system." 
He adds : " As regards the suburbs beyond the influence of the 

• " Papers relating to the Working of Taxation of the Unimproved Value of Land 
in New Zealand, New South Wales and South Australia," in the British Blue Book 
on Taxation of Land (cited supra, p. 72). Cf. especially p. 115. 

* Md. p. 116. l Ibid. p. 132. 
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tramway system, experience shows that in general there has not 
been any material alteration in rents for ordinary tenements." 
The entire situation is summed up in these words : " On the 
whole it may be said that the land tax has had no very appre- 
ciable effect on any of the conditions referred to " — that is, on 
the building trade, rentals, vacant sites or land speculation. In 
these conclusions the first commissioner of taxation concurs, 
stating that, " taking the operation of the land tax as a whole, 
it is not considered that it has had any pronounced effects on 
the land generally," so far as the towns are concerned. 1 

The effect of the state tax on land value, accordingly, was 
unimportant. As to the effect of the exemption of improve- 
ments in local taxation, the existing information is limited to 
New Zealand and Queensland In New Zealand, the com- 
missioner of taxes sent a circular of inquiry to all the local 
authorities ; fifty-two replies were received, of which a digest 
has been printed. While not a little testimony unfavorable to 
the new system was elicited, most of the localities declare it 
satisfactory. During the period of its operation there was a 
general increase of prosperity throughout the state. In some 
of the replies, however, doubt is expressed whether this pros- 
perity was in any way due to the method of taxation. The 
great majority of the replies are to the effect that no especial 
results can be discerned. So the Eketahuna council writes : 
" Unable to say what effect is, as success of the dairying in- 
dustry overshadows the effect of taxation." The Hokitika 
council writes that many new buildings " have recently been 
erected, but this is attributed to prosperity rather than change 
in rating." The Hawera council tells us that the " building 
trade, rent, land speculation etc. have not been affected to any 
appreciable extent." The Pahiatua council writes that the 
briskness in the building trade " is considered due to natural 
causes " and to the general prosperity of the community. 

Again, while some localities think that rentals have been re- 
duced, others state the contrary. Thus, Grey Lynn tells us 
that the system " does not affect building trade, and has not 

1 " Papers relating to the Working of Taxation " etc., loc. cit., p. 133. 
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tended to reduce rents." The Kairanga council says : " Build- 
ing trade not stimulated, rents little affected." From Karori 
borough we hear: "Do not think building trade or rents af- 
fected." From Maraetai we learn : " No perceptible change in 
building or otherwise." The North East Valley borough states : 
" Does not materially reduce rents." Finally, Woolston bor- 
ough informs us that, while the building trade is improving, 
" rentals are not lower." Some localities call attention to un- 
favorable results of the system. Thus, the Stratford borough 
council holds that the " system acts unfairly and tends to the 
crowding of houses on small sections " ; and from Winton bor- 
ough we hear that the system " throws tax much heavier on 
unimproved sections and appears to benefit those who crowd 
good buildings on small areas. 1 

The testimony from New Zealand thus appears to be incon- 
clusive : something at least can be said on both sides of the 
question. When we come to Queensland we find a very able 
report from Mr. Corrie, a leading architect who has served for 
many years as a valuer in Brisbane. While he is favorable on 
the whole to the exemption of improvements, he tells us that 
the objection that the system must lead to the over-utilization of 
the land " has not so far been tested in the state." * Moreover, 
he is decidedly of the opinion that, while the system has 
hitherto worked fairly well, there are distinct limits to its use- 
fulness and even to its use. He writes : 

1 Ibid. pp. 138-140. The statements and inferences cited above are corroborated 
by an independent investigation subsequently made by J. E. Le Rossignol of 
Denver and W. D. Stewart of Dunedin, the results of which are presented in an 
article entitled " Rating on Unimproved Values in New Zealand," published in 
Addresses and Proceedings of the First Conference of the National Tax Association 
(New York, 1908), pp. 273 et seq. After pointing out that, in cities like Well- 
ington, overcrowding has been increased rather than diminished, and that taxes on 
rural property in general have been relatively increased as compared with taxes on 
town property, the authors tell us that " the facts do not warrant optimistic con- 
clusions. . . . The benefits of rating on unimproved value are not so obvious as to 
command unanimous approval. . . . The opposition to the system appears to be 
growing stronger as the people are coming to recognize its relation to the propaganda 
for single tax. . . . Up to the present time the economic effects of rating on unim- 
proved value have been insignificant." Q. especially p. 284. 

2 " Papers relating to the Working of Taxation " tie, loc. cit., p. 211. 
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Although raising considerable local revenue on unimproved land value 
has so far met with little objection, it by no means follows that very 
profound study has been accorded to the subject by those most inter- 
ested. As further duties come under local government jurisdiction, the 
present system cannot escape from very critical examination, for man- 
ifestly there is a limit to the burden which will be accepted upon any 
single class of property.' 

He tells us that since the local taxes on land values are at 
present not excessive and are expended upon services from 
which the land derives a reasonable benefit, there is not much 
likelihood of discontent soon arising from the system in Queens- 
land ; but he points out that, as soon as the land tax increases 
to the point of diminishing the capital value of the land, discon- 
tent will be sure to arise. What has saved the system thus far has 
been the lowness of the rate, coupled with the rise of land values, 
due to the general prosperity of the colony. " As taxes increase, 
however, and especially as fresh duties have to be under- 
taken, all the issues will be less simple, and other forms of 
property — as, for instance, in the fight over the Brisbane hotels 
question — will be looked to for contribution as well as land." 
His conclusion is that the future has in store the " due recogni- 
tion of two important factors in municipal finance (not satisfac- 
torily accounted for under a land tax) viz. ' ability to pay ' and 
the now equally recognized principle that ' persons as well as 
things' should contribute." 

From this evidence three inferences can be drawn. In the 
first place, so far as the testimony is favorable to the exemption 
of improvements, it must be remembered that the new system 
is compared with the old method of taxing rents. What pleases 
the public, so far as it is pleased, is not so much the ex- 
emption of improvements as the change from taxation of rental 
value to taxation of capital value. This is apparent from the 
testimony. Thus, for instance, the Wellington city council 
favors the new method chiefly because it "paralyzes the old 
system, under which rental values on lands could, by simple 
manipulation, reduce local taxation to a farce."' From this 

1 " Papers relating to the Working of Taxation " etc., lot. cii., p. 212. 
* Hit/, p. 140. 
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point of view it is a most significant although hitherto un- 
noted fact, that in South Australia, where the exemption of 
improvements is legally permissible and where no locality has 
yet availed itself of the permission, the old system of local rates 
allows an assessment on capital values. That is to say : where 
local rates are levied only on rental values, there arise all the 
difficulties which have induced England and Germany to impose 
new land taxes and which have led in Australasia to the ex- 
emption of improvements ; but where the tax is levied on cap- 
ital instead of rental values, as is the case in the United States 
and as is true in large measure in South Australia, the tendency 
to any change is far less apparent. So far, therefore, as the 
results of the Australasian experiments are deemed favorable, 
they may be declared to be due primarily to the adoption of the 
system of taxing capital instead of rental values. 

In the second place, even thus interpreted, the reports from 
Australasia are inconclusive. In some cases we hear of good, 
in other cases of bad results. Nowhere has a careful study been 
made of the consequences of the exemption of improvements 
as compared with a tax on the capital value of all real estate. 

Finally, as the experience of Queensland clearly shows, the 
whole system is of slight importance, partly because the rates 
have been low, and partly because the adoption of the new 
method of assessment has come at about the same time as the 
recovery from the long depression of the early nineties. 

When to all these considerations we add the fact that in most 
cases only a portion of the local rates are levied on land values, 
we are forced to the conclusion that a much longer experience 
will be required before it can be asserted with any reasonable 
degree of confidence that the system of exempting improve- 
ments from taxation has had results at all comparable to those 
that are often ascribed to it by hasty writers. 

VII. The Australian income tax and the relation of state to 
federal finance 

The third phase of tax reform in Australasia is the develop- 
ment of the income tax. Here again we have to deal not with 
the sudden introduction of any new principle, but with the 
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elaboration of a system initiated some time ago. The last few 
years have everywhere shown a growing realization of the im- 
portance of income taxation, and in several states the year 1910 
marked a significant change. 

Australasia was among the earliest democracies to introduce 
progressive inheritance taxes. These have remained substan- 
tially unchanged for several decades. Income taxes came con- 
siderably later. With the exception of South Australia, where 
such a tax was introduced in 1884, there were no income taxes 
on the Australian continent until shortly before the end of the 
nineteenth century. In New Zealand, in 1891, an attempt was 
made to reach incomes in the same act which imposed the land 
tax. The tax imposed on incomes was only slightly progress- 
ive: 6d. in the pound on the first taxable ^1000 and id. more 
on each additional ^1000. It was not until 1895 that Victoria 
and New South Wales introduced the income tax, and not until 

1902 that Queensland and Tasmania followed suit. 1 

In the year 1907 there began a new phase of income taxa- 
tion : such taxes were introduced where they had not yet 
existed, and almost everywhere the old taxes were increased, 
both in amount and in the steepness of the scale of progression. 2 

1 In Seligman, Progressive Taxation in Theory and Practice (2nd ed., 1908), pp. 
97 el seq. , will be found a detailed account of all the taxes in force in Australasia up 
to 1906, with the one exception of New South Wales, where the income tax was not 
levied according to the progressive principle. In New South Wales the law of 1895 
imposed a tax of 6d. in the pound on all incomes of ^200 and over, if not derived 
from land. 

'A statement of the income taxes in force in 191 1 is herewith appended. Full 
details will be found in the Official Year Books of the Commonwealth of Australia, 
191 1, pp. 843, 849, and of New Zealand, 191 1, pp. 766, 775. 

Victoria. The law of 1895 established a progressive scale, which was changed in 

1903 and 1904. In the case of incomes from personal exertion, the rates are now 
(191 2) as follows: 



INCOMES 


KATES (PER £) 


INCOMES 


KATES (rKK;£) 


;£lOO— £500 .... 

£S°°— j£i°oo . . . 


3* 


;£rooo— ^1500 . . . 
Over ^1500 


Sd. 
6d. 



If the income is derived from property, the rates are doubled. In 1906 incomes 
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Thus in 1907 the income-tax system was extended to Western 

under .£200 were exempted, and an abatement of ^150 was allowed on incomes from 
^200 to £s°°- I" '9°8 a distinction was made between individual and corporate 
incomes, the former being reduced by twenty per cent; but in 1910 this provision 
was repealed. Land used as a residence by the owner is deemed to yield an income 
of four per cent on its capital value. A tax of yd. in the pound is imposed on the 
incomes of all corporations except life insurance companies, which pay at the rate of 
id. in the pound. Foreign shipowners pay $d. in the pound. 

New South Wales. The act of 1895 was amended in 1907. The rate is still 6d. 
in the pound; but in the case of incomes derived from personal exertion the exemp- 
tion has been increased to £1000. 

Queensland. The act of 1902 was amended in 1906 and 1907 as follows: 



INCOMES FROM PERSONAL EXERTION 



£200 — 500 
500 — 1000 
1000 — 1500 
Over 1500 . 



RATES (PERj£) 



6d. 

6d. up to ^500, jd. above 

id. up to ;£iooo, id. above 

id. 



£iao is deducted in every case. On income derived from property the rate is yd. in 
the pound ; and in the case of absentees and corporations, the rate is is. in the pound. 

South Australia. The act of 1 884 has been frequently amended. The rate in the 
case of incomes from personal exertion is at present 4 x-id. in the pound for all in- 
comes from ^150 to j£8oo and yd. in the pound above ,£800. In the case of in- 
come from property the rates are gd. and is. 1 i-2d. respectively. In the case of 
incomes up to ^400, .£200 are exempt. 

Western Australia. The law of 1907 fixed a rate of t,d. in the pound on all in- 
comes over £ioo, and fifty per cent additional in the case of absentees. Corpora- 
tions, however, by a law of 1899, amended in 1906, are subject to a tax of is. in the 
pound on dividends. 

Tasmania. The act of 1902 was repealed in 1910, when the following rates were 
imposed in the case of incomes from personal exertion : 



INCOMES 


RATES (?ER £) 


INCOMES 


RATES (PER £) 


£i*s 


4 d. 


^900—1000 . . 


Same on first /600 
id. on next ^200 


125 — 150 . . . 


4 l-4d. 




150 — 250 . . . 


4 3-4^- 




lod. on remainder 


250—350 . . . 


5 l-2d. 






350—400 . . . 


5 3-4<»'. 






400 — 700 . . . 


6d. on first ,£400 


Above jfiooo . . 


Same on first ^800 




id. on remainder 




lod. on next £200 


700—900 . . . 


td. on first ^400 




is. on next ^500 




Id. on next .£200 




is. 2d. on next ^500 




id. on remainder 




is. 4d. on remainder 
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Australia, and the earlier laws of Queensland and New South 
Wales were amended; and in 19 10 the rates in Victoria, Tas- 
mania and New Zealand were increased, in some cases, to a 
substantial extent. From the point of view of revenue, income 
taxes now play a considerably greater r61e than land taxes every- 
where in Australia except in Tasmania. In New South Wales 
and Victoria the income tax is exceeded only by the inherit- 
ance tax, which yields about twice as much. In Queensland 
and South Australia the income tax is the most important of 
all ; but in Western Australia the dividend tax is more pro- 
ductive. (See table on page 85.) 

In New Zealand, on the other hand, where the land tax, as 
we have seen, has played so prominent a r6le, more revenue is 
still derived from this tax than from the income tax ; but with 
every year the disproportion between the two is diminishing. 
In 1898-99, for instance, the yield of the income tax was 
;£i 15,480 as against ^298,052 from the land tax; whereas in 
1910-11 the income tax yielded ^407,235 as against ^628,723 

In the case of incomes from property, the rate is is. in the pound, provided that the 
income is over ;£ioo. Incomes under .£80 in the case of unmarried persons or under 
j£ioo in the case of married persons are exempted. The following abatements are 
permitted : 




£ 80—110 
no — 125 
125—150 



£150—250 
250—350 
350—400 



DEDUCTIONS 



£40 

3° 
20 



Every taxpayer, the taxable amount of whose income is less than £150, can claim a 
rebate of 2* . 6d. for every child under sixteen years. 

In addition to the income tax, the law of 1904, amended in 1906, imposed a so- 
called ability tax, the amount of which is determined according to the annual value 
of the property occupied or the amount paid for board and lodging. In the case of 
property, the rate varies from id. to (sd. in the pound on the annual value. In the 
case of board and lodging the late varies from 3 l-id. to 6d. in the pound on the 
amount payable annually for board and lodging. 

New Zealand. The law of 1 89 1 was amended in 1910 as follows: Incomes not 
above £300 are exempt, and a deduction of £300 is allowed on all larger incomes. 
Up to £700 the rate is 6d. in the pound, rising gradually until, in the case of incomes 
exceeding £2300, the rate is is. 2d. in the pound. In the case of corporations there 
are no deductions, and the rate varies from is. to is. id. in the pound. 
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from the land tax. It is therefore apparent that, notwithstand- 
ing the development of the land tax, the scope of the income 
tax is continually extending. 

In Australasia as a whole, if we take the income and the 
inheritance taxes together, we find that their yield forms an 
overwhelming proportion of the revenue from direct taxation. 
Entirely apart from any consideration of the indirect taxes 
which are still so important, Australasia may be said to be 
moving, on the whole, away from rather than in the direction 
of the principle of the single tax. 

One feature in the development of the taxation of incomes 
by the states deserves a word of mention. Originally much 
difficulty was experienced in making the salaries of federal 
officials subject to such taxation. In 1907, however, the fed- 
eral Parliament enacted the Commonwealth Salaries Act, which 
declared that salaries and allowances paid by the Common- 
wealth are liable to taxation by the states, payable in the state 
where the officer resides and the salary is earned, or, in the 
case of a member of Parliament, in the state in which he was 
elected. The only exemption is the salary of the governor- 
general. 

The fourth and final point in our consideration of tax reform 
in Australasia is the relation of state and federal finance. When 
the Commonwealth was created in 1900, its constitution vested 
in the federal government exclusive power to levy customs and 
excise duties and in the federal and state governments concur- 
rent powers of direct taxation ; but, as the revenues of the 
several states had previously been derived, to a large extent, 
from customs and excises, and as it was practically certain that 
the commonwealth expenditures would, for some years at least, 
not equal the revenue derived from these sources, it was de- 
cided to allot to the states a certain proportion of this revenue. 
In default of such allotments, the states would have found it 
necessary to raise the rates of their taxes on inheritances, in- 
comes and land to inordinate heights. It was accordingly 
enacted, by the so-called "Braddon" section of the act by 
which the federal constitution was established, that during the 
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first ten years of the existence of the newly created union, and 
thereafter until otherwise provided, there should be returned to 
the states three-fourths of the net revenue from customs and 
excises. Thus was adopted the system of the collection of 
taxes by the central government, with the distribution of a part 
of the proceeds among the state authorities. 

The Braddon clause was, however, not the only section affect- 
ing the relations of federal and state government. Many func- 
tions of government, which under the American system are 
reserved to the states, were transferred from the states to the 
Commonwealth. It was fully recognized that the discharge of 
these functions would necessitate large federal expenditures; 
but it was not believed that the transfer of expenditure from 
the states to the Commonwealth would be, at first at least, at all 
commensurate with the transfer of revenue. Accordingly there 
was inserted in the constitution a provision for the repayment 
to the states of any surplus federal revenue. The principles 
which should govern the allocation of revenues according to 
this clause, as well as under the Braddon clause, were set forth 
in a special section of the constitution, which was to remain in 
force for five years and thereafter until changed by Parliament. 
This embodied what became known as " the bookkeeping sys- 
tem." Under this scheme each state was to be credited with 
the federal revenue collected in respect of that state, and to be 
debited with the expenditure incurred on its behalf in connec- 
tion with the transferred departments, as well as with its share, 
on a per capita basis, of the new expenditure of the Common- 
wealth. It was also provided that the duties chargeable on 
goods imported into one state and consumed in another should 
be credited to the consuming state, on the theory that the duty 
ultimately falls upon the consumer. The balance in favor of 
any state was payable monthly by the commonwealth. 

Finally, another special clause (section 96) of the constitu- 
tion provided that the Commonwealth Parliament might grant 
financial assistance to any state on such terms and conditions as 
the Parliament should think fit. This section was introduced 
with the object of rendering the constitution more elastic in the 
matter of assistance to the states than it would have been if the 
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Braddon clause and the bookkeeping system had been rigidly 
adhered to. No claim for such special assistance has, how- 
ever, yet been made. 

So far as the Braddon clause is concerned, it may be said that 
for some time it worked fairly well ; although with every year 
the situation became more embarrassing in the separate states, 
for the reason that, in making up their budgets, it was prac- 
tically impossible to forecast, for the immediate future, what 
would be the share of each state in any particular federal tax. 
Moreover, the one-fourth revenue assigned to the federal gov- 
ernment gradually proved to be inadequate for its expenses. 
At first, the Commonwealth returned to each state not only the 
three-fourths due it, but a substantial balance in addition. By 
1908, however, not only had the growing expenses of the Com- 
monwealth swallowed up the whole of the one-fourth, so that 
there was no balance to be returned to the states, but the one- 
fourth itself was now inadequate. 1 

This contingency was foreseen several years before it arose, 
and attempts were made to find some satisfactory way out of 
the difficulty. Repeated conferences were held by the premiers 
of the several states, but it was not until 1909 that an agree- 
ment was reached. Meanwhile the matter had become partic- 
ularly urgent, because of the decision that the federal govern- 



1 This is apparent from the following figures : 








NET RETENUE: 


ONE-FOURTH 


AMOUNT NEEDED 


BALANCE 


year 


CUSTOMS AMD 


ASSIGNED TO 


FOR COMMON- 


RETURNED TO 




EXCISES 


COMMONWEALTH 


WEALTH 


STATES 




£ 


£ 


£ 


£ 


Z901-02 .... 


8,633,996 


2,158,499 


1.269,757 


888,742 


1902-03 .... 


9.413.442 


2,353,110 


1,207,876 


«. 145.234 


1903-04 .... 


8,844,195 


2,211,049 


1,465,716 


745.333 


1904-05 . . . 


8.543.310 


2,135.827 


1,400,541 


735,286 


1905-06 .... 


8,739.298 


2,184,825 


1.354.915 


829,910 


1906-07 . . 


9.386,097 


2,346,524 


1.540.523 


806,001 


1907-08 .... 


11,368,220 


2,842,055 


2,5".3'5 


330.740 


1908-09 .... 


10,573,860 


2,643,465 


2,643,465 


nil 


1909-IO .... 


11,323,207 


2,830,801 


2,830,801 


nil 




86,824,625 


21,706,155 


16,224,909 


5,481,246 
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ment should assume all the state debts. The agreement between 
the ministers of the Commonwealth and of the states was to 
the effect that the Commonwealth should retain all the customs 
and excise revenues, and that it should pay over to the states a 
definite sum every month computed at the rate of £1 $s. per 
annum per head of population. 1 In view, however, of the 
heavy obligations incurred by the Commonwealth in the pay- 
ment of old-age pensions, provision was made for withholding 
the actual shortage in the revenue from the sums returnable to 
the states during that year, with an adjustment between the 
pension states and the non-pension states. Finally, because of 
the large per capita contribution of Western Australia to the 
customs revenue, provision was made for an additional special 
annual payment to that state; this was to be £250,000 the first 
year and was to diminish by £10,000 annually thereafter. 
One-half of this allotment to Western Australia was to be 
deducted from the shares of the other states. 

The act embodying this agreement was passed by the federal 
Parliament in December, 1909, to take effect as an amendment 
to the constitution ; but the amendment was rejected by the 
electors at a referendum in April, 1910. It therefore devolved 
on the federal Parliament to settle the question by law ; and a 
few months later the Surplus Revenue Act was passed, which 
embodied practically the same provisions, and which is now in 
force. 3 By the terms of this act the Commonwealth undertook, 
during the period of ten years commencing July 1, 1910, and 
thereafter until Parliament should otherwise provide, to pay to 
each state, or to apply to the payment of interest on the state 
debts assumed by the Commonwealth, an annual sum of 25^. 
per capita. The state of Western Australia was to receive an 
additional sum, amounting in the first year to £250,000 and 
diminishing in each succeeding year by £10,000, and one-half 
of these payments was to be deducted proportionately from the 
amount payable to all the states. Any surplus revenue in the 

1 The full text of this agreement will be found in the Official Year Book of New 
South Wales, 1909-1910 (Sidney, 191 1), pp. 358, 359. 

2 The Act is printed in full in the Official Year Book of the Commonwealth of 
Australia, 1901-10 (Melbourne, 191 1), p. 800. 



9 o POLITICAL SCIENCE QUARTERLY [Vol. XXVIII 

federal treasury at the end of any financial year was to be 
turned over to the several states; and for the year 191 1 the 
Commonwealth was authorized to deduct from the amount pay- 
able to the states the estimated deficit in the federal budget, 
figured at ^450,000. In the same federal election in which 
the fiscal amendment to the constitution was rejected, the 
provision to have the Commonwealth assume all debts in- 
curred by the states was adopted. 

VIII. Conclusions 

The foregoing survey of tax reforms in England, Germany 
and Australasia appears to justify certain general conclusions. 

First and foremost, attention is to be directed to the great de- 
velopment of the income and inheritance taxes, with the adop- 
tion of the modern principles of progression and of differentia- 
tion of taxation. In these respects, as we have seen, England 
has taken the lead, although Germany follows closely in the de- 
velopment of the income tax, and Australia in that of the in- 
heritance tax. In Germany the effort to round out the system 
of direct taxes by the inheritance tax has thus far been only 
partially successful ; while in Australasia, where the inheritance 
taxes were the first to be adopted, the income tax is for the most 
part levied on a scale somewhat similar to the English. The 
growth of the taxation of incomes and inheritances is the most 
significant aspect of the general endeavor to realize the prin- 
ciple of ability in taxation. 

Second in importance is the development of the land taxes, 
and more especially of the taxes on land values. Here, as we 
have seen, Australasia was really the first in the field, with Ger- 
many next and England following closely. But in Australasia 
the movement has been primarily toward the exemption of im- 
provements from taxation, coupled with a progressive tax on 
land, for social rather than for fiscal reasons. In Germany, on 
the other hand, the significant tendency has been in the direc- 
tion of the taxation of the so-called unearned increment of land, 
first by the towns, and now more recently by the empire. 
England has gone further than either of the other countries in 
that it combines with the increment-value duty a tax on the so- 
called undeveloped land. 
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In none of these cases, however, should the significance of 
the land taxes be misapprehended. Far from constituting an 
attempt to apply the principle of the single tax, as is often erro- 
neously asserted, the movement aims rather to realize more fully 
the principle of ability to pay, by emphasizing the production 
rather than the consumption side of the doctrine of faculty. 1 
Not only is the fiscal value of these land taxes everywhere a 
minor consideration, but, as I have pointed out, the real signif- 
icance of the land taxes in England and Germany and of the 
local land taxes in Australia is to be found in the abandonment 
of the old and discredited method of taxing land according to 
rental value and the substitution of the newer method of taxing 
land according to capital or selling value. The old system gave 
an unjust advantage to the land speculator and was largely re- 
sponsible for the congestion of population in the towns. The 
new system is an attempt to make the land-owner bear his proper 
share of the public burdens. 

The third point to be emphasized is the importance that is 
still attached to indirect taxes. In England, as we have seen, 
the additional revenue that has been provided by the recent tax 
reforms has come equally from direct and indirect taxes. In 
Germany far greater stress has been put upon the indirect than 
upon the direct taxes; and in Australasia the overwhelming 
mass of the total revenue, federal and state, is still derived from 
customs and excises. 

These facts indicate not only the fallacy of the claim that 
there is any tendency toward a single tax on land, but also the 
incorrectness of the assertion that the revenue of modern states 
must be derived chiefly from direct taxes. A careful study of 
the evidence leads us to the contrary conclusion, and shows that 
there must be some fundamental explanation of the persistence 
of indirect taxes. This is not the place to attempt such an ex- 
planation — which, it may be said in passing, is not given in any 
of the current treatises on finance. The outlines at least of such 
an explanation may be found in the suggestion that direct taxes, 
based on the principle of faculty or ability to pay, respond to 

1 Cf. the first of these articles, lot. cit., pp. 468, 469. 
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the individual element in the problem of taxation, while indirect 
taxes, which cannot be explained on any such principle of in- 
dividual ability, correspond to the no less important social ele- 
ment in the theory of taxation. Whatever may be thought of 
this suggestion, and whatever limits it may be necessary to posit 
in the elaboration of a system of indirect taxes, it is none the 
less true that no explanation of the existing facts of tax reform 
will hold if it fails to appreciate the important place that is to 
be assigned in the future, as well as in the present, to indirect 
taxes, side by side with the direct taxes. 

The fourth conclusion is the increasing importance attached 
to the relations between central and local finance, both as be- 
tween national and state, and as between state and communal 
finance. Our survey discloses several important tendencies. 
First to be noted is the provision for new and independent 
sources of federal revenue, as in Australia with the land tax, 
and in Germany with the land tax, the inheritance tax and the 
suggested federal tax on incomes or on " possessions." In the 
second place, we notice the gradual transfer of state taxes to the 
federal government, as regards not only the administration but 
also the yield. Thus in Australasia the customs and revenue 
taxes are assigned to the federal government ; while in Germany 
some of the state excises as well as the state inheritance taxes 
are transferred to the federal government, and the land-incre- 
ment taxes are at least to be controlled by the imperial authori- 
ties. In the third place, we observe that the taxes collected 
by the central government are distributed, in part at all events, 
among the states and even in some cases among the localities. 
Not to speak of the English system of grants in aid, we find in 
Australasia a distribution of surplus revenues among the states 
and in Germany an apportionment of the inheritance tax as be- 
tween empire and states and the distribution of the new land 
taxes among empire, states and localities. More and more the 
fiscal problem is being envisaged as a totality ; and the relative 
claims of the community, state and central governments are 
being considered from the point of view of an equitable distri- 
bution of the entire burden resting upon the individual or the 
class. This is the most recent phase of modern tax reform, 
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and for this reason doubtless it has hitherto received the least 
study. It is, however, perhaps the most distinctive aspect of 
the modern movement. 

Summing up all these conclusions, we see that modern tax 
reform, as illustrated in these three great nations, presents a 
combination of social and fiscal considerations ; or rather, that 
an attempt is being made to solve the fiscal problem with due 
regard to the social aspects of the situation. 

If it be inquired what lessons these movements contain, so 
far as the United States is concerned, it would probably not be 
far amiss to state them as follows. So far as indirect taxation 
is concerned, the United States has not much to learn from this 
recent development. Almost the entire revenue of the federal 
government is derived from indirect taxes, and in some of our 
leading commonwealths not a little revenue is drawn from similar 
sources. Taking public revenues as a whole in the United 
States, the balance between direct and indirect taxes is fairly 
well maintained, and there is not much need or likelihood of 
any great alteration in their present proportions. 

Secondly, so far as the land taxes are concerned, the United 
States again has not much to learn from the recent development 
abroad. As we have seen, the system of land taxation in the 
United States is superior to that found anywhere else. Whether 
by accident or as a result of economic conditions, it is based on 
the capital or selling value of the land, combined with the 
system of special assessments for particular improvements. 
Neither of these systems, as we have seen, is accepted — at all 
events, neither is developed in anything like the same degree — 
in England, in Germany or in Australasia; and the movement 
for the imposition of land taxes in those countries is, on the 
whole, nothing more than an attempt to reach the position that 
has long been occupied by the United States. It is possible 
that our American system may be supplemented by a small tax 
on the future so-called unearned increment; and it is also pos- 
sible that in certain portions of the country a partial or a com- 
plete exemption of improvements from the land tax may be 
found desirable. But in many other portions of the country 
such changes will be found to be either unnecessary or unde- 
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sirable. Thus in the main we may regard with equanimity the 
present situation of the United States, as compared with that of 
the rest of the world. 

In the third place, so far as inheritance taxes are concerned, 
the United States is rapidly approaching the practice that is 
found abroad. In some of our more progressive American 
states this form of taxation has already been introduced ; in 
others the movement is well under way, so that here also no 
especial lesson need be emphasized. 

It is however on the two remaining points that the chief em- 
phasis is to be laid. Income taxation in the United States is 
only in the very first stages of development. What has been 
successfully accomplished in England, in Germany and in Aus- 
tralasia is, for the most part, only in the stage of discussion in 
the United States. A study of the recent reforms of taxation 
in the rest of the world cannot fail to compel the conclusion 
that the near future has in store for the United States some form 
of income taxation. 

Finally, and above all, we are led to the conclusion that for 
the next few decades in the United States the most pressing 
problem is to be that of the relations of federal, state and local 
finance. Scarcely a single problem connected with the more 
important direct taxes can be attacked, with any hope of suc- 
cessful solution, without a consideration of these important re- 
lations. That England, Germany and Australasia should all be 
devoting so much attention to this series of questions is a sig- 
nificant sign of the time ; and from the discussions carried on 
and the conclusions arrived at in these and other foreign coun- 
tries we may hope to gain some light as to the disposition to be 
made, in the not distant future, of the income tax, the inherit- 
ance tax and the corporation tax in the United States. The 
economic forces which are making the whole world akin are 
everywhere influencing taxation. With the increasing similarity 
in the conditions of economic life, it is not unreasonable to ex- 
pect greater correspondence in the fiscal systems. 

Edwin R. A. Seligman. 



